W A S HINGT O N
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Council

EXECUTIVE SUMMARY

overnor Gary Locke convened the Washington Competitiveness Council to examine

Washington's ability to compete in the global economy of the 21% century. The council met five
times during the summer and fall of 2001. The council identified competitivenessissues of greatest
concern and devel oped recommendations to address them.

The council will actively seek to implement the recommendations and will meet in early 2002 and
annually to assess progress in its drive to make Washington a more competitive place to do business.
The council divided itswork into five issue areas:

@ Taxes and Fees

@ Regulatory and Permitting Issues

@ Physical Infrastructure

@ Human Capital and Innovation

@ Benchmarks and Performance Measures

This section summarizesthe primary findings and recommendations of the council within these five
issue areas. It also summarizes the minority opinions expressed by several council members. Of all
the issues considered by the council, the transportation problems facing our state stand out as the issue
with the broadest mandate for action. The statement below summarizes the council’s position about
the urgency of this recommendation:

The most important competitive investment the state of Washington can make is to improve
itstransportation infrastructure. Washington's currently overwhelmed transportation system
threatensjobs and economic vitality, wastes peopl €’ stime and money, diminishes quality of life, and
degrades our environment. To ensure Washington State’s prosperity in the future, given the interde-
pendence of the economies both east and west of the Cascades, we must improve our ability to move
people and products.

A completelist of the council’s recommendations concludes the Executive Summary.




&

Taxes and Fees

Council Findings

Taxesand fees significantly affect Washington business'sability to compete. Asbusinesses
becomeincreasingly mobile, they decidewhereto locate or expand based increasingly on thetax
burdeninagivenlocale. Physical and social infrastructureand quality of lifealso play arole.

Initstax policy, Washington State must bal ance two competitivenessissues—the need to provide
essential state servicesand the need to minimizetherelative tax burden on business. Currently,
Washington State’sinitial tax burden on businessisone of the highest in the nation.

Council Recommendations

Washington should avoid increasing thetax burden on business and should maintain existing
exemptionsand incentives. However, transportation improvementswill require new revenue, and
these can be generated through user fees, regional taxesand alternative financing mechanisms.

Washington should clarify and simplify anumber of itstax provisions. Thecouncil focused on
several specific areasof thelaw that need attention and clarification. They include manufacturing
machinery and equipment salesand usetax exemptions, municipal taxation, and deduction of
investment income from the business and occupation (B& O) tax.

Washington should reform itsunemployment insurance (Ul) system. Eliminating anumber of
inequitiesinitsstructurewill makethe system morefair, predictable, and stable.

The state should consider waysto devel op and usetax incentivesto keep and grow businessesin
Washington. Currently, the state’suniquetax system combined with equally unique provisions of
the Washington Constitution, limit the state' sability to offer tax incentivesto new and expanding
companies.

The Governor should adopt key performance measuresto better judge Washington’soverall
competitiveness, and the effect of itstax system on the state business climate. The measures
should track Washington’s performance over timeand compareit to other states. The dataused
for benchmarking should betimely and include both state and | ocal taxes, unemployment insurance
taxes, and worker compensation taxes.



Regulations and Permitting

Council Findings

Washington’senvironmental regul ations areimportant to the environment and the heal th of
citizens. The competitiveness council doesnot seek to weaken Washington's environmental
safeguards. Instead, it seeksaculture changewithin the regulatory agenciesto help businesses
get thingsdone.

Washington's current environmental regul atory systemisatangled structurethat evolvedin
piecemeal fashion, resultingin an uncoordinated and inefficient regulatory regime. This
contributesto regulatory problemsthat damage \Washington's competitiveness.

Thecurrent regulatory structure unnecessarily delays projects, increases project cost, creates
unnecessary uncertainty, reduces operating flexibility, and increasesbarriersto businessgrowth.
It stirshostility toward government. 1t wastesresources, increasing government costs. Itleads
to angry applicants and it encourages project opponentsto mani pul ate the permitting system.

Washington'sinadequate water systemsimpose uncertainty on businessesand growing
communities.

A lack of affordable housing impedesacompany’sability to attract aquality workforce.
Regulatory requirementsthat are overly burdensome can add cost to ahome, and delaysin
obtaining permitscan delay theavailability of new housing.

Council Recommendations

Washington should create |eadership to streamline and generally overseethe environmental
regulatory process. Thisleadership should havetheauthority to coordinatethework of different
agencies, reprimand agencieswhen they act improperly, and demand accountability. Most council
membersrecommend acabinet positionfor thisfunction. However, some membersbelievethat,
giventhe current fiscal environment, these functions can be performed by the Governor and his
staff.

The Department of Ecology must adopt agreater service ethic toimproveemployees' attitudein
dealingswith businessand to improve the agency’ s accountability to thoseit serves.

continued...
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@ Regulations and Permitting (cont.)

e Washington should consolidate and/or coordinate permitting to s mplify proceduresfor obtaining
permitsfor adevel opment project. Anindependent official should overseethisprocess, and there
should be amechanismto enforce project timelines. Some committee membersfee that inflexible
project timelineswill actualy further delay the projects by leading to more permit denials.

e Washington should create asingle state-government contact with which businesses can work as
they decidewhether to locate or expand inthe state. Thiswould reducethe problem of regulatory
agenciesthat arefound by businessesto be unresponsive and unaccountabl e.

e TheWashington Administrative ProceduresAct (APA) should betightened to reduce agency
discretioninthe processfor adopting rulesthat implement legidation. Currently, some provisions
of the APA givetoo much discretion to agenciesin their rule-making process. Several members
of the council feel that sweeping changesto the APA are premature until the results of recent
statutory changesin theAPA are evaluated.

e Thestate must continueto movetoward asystem of water law that reduces uncertainty,
encourages conservation, and providesfunding for capital improvements. During the 2001
legidative session, significant progresswas madein amending thewater code to address some of
these problems, but moreisneeded.

e Washington should increase funding to make the Growth Management Act work inatimely and
effectivemanner. Successful implementation of the act requiresincreased funding for
infrastructure needed to support growing communities. It aso requiresfunding and technical
assistancefor communitiesengaged in planning and environmental review.

e Washington should find waysto streamlinethe adjudicative processesrelated to land use. The
state should address problemswith duplicative appeal s, consolidate theland use code, and
consolidatethefiveformal hearingsboards overseeing land use and environmental protection.
Some council membersbelievethat thistype of charge must maintain environmental protections
and acknowledge regional issues.

e TheDepartment of Labor and Industries should delay implementation of itsproposed ergonomics
rule until questionsabout its cost and effectiveness are answered. Some council members
disagree with thisrecommendation. They recommend that any changesto therulereflect the
evaluation of the blueribbon panel of expertsthat iscurrently reviewing therule.

e Washington should find waysto ease regulatory pressuresto makeit easier to build affordable
housing inWashington.




Physical Infrastructure

Council Findings

e Trangportation, utilities, and telecommunications systems provide the basi ¢ support structure
essential to afunctioning economy. The state’sinfrastructure must ensure assurethefluid
movement of people, products, and information.

e Themost important competitiveinvestment the state of Washington can makeistoimproveits
transportation infrastructure with securelong-term funding and efficient operations. Washington
citizenscurrently lose $2 billion per year becausetraffic congestion wastestime and fuel and
causesshipping delays.

e Washington should build morewater storage capacity. Water laws and infrastructure do not
adequately providethe capacity to meet 21st century demands and responsibilities.

e Thestatemust reduce unnecessary delaysin the siting of telecommunicationsand energy
facilities.

e Low-costandreliableelectricity isacritical e ement of Washington’seconomy. Washington
needsan energy strategy designed to ensurethe availability of low-cost and reliable e ectricity.
Therecent energy crisishasfinancialy weakened many of Washington'sutilities. Their financial
viability and accessto capital are essential to their ability to providefor Washington'senergy
needs.

e ThePecific Northwest needs additional electrical transmission linesto meet expected growthin
energy demand.

Council Recommendations

Washington must securelong-term, stable, reliablefunding for itstransportation system. The state
must put in place performance measuresto provide evidencethat transportation investmentsare
effectively addressing themost important needs. Regional funding authority and alternativefinancing
mechanismsarecritical, and must be part of any transportati on funding solution. Washington must
continuework to solvethe growing water shortage by building morewater storage capacity.

State agenciesthat manage public lands and rights-of-way must do abetter job of reducing
unnecessary delaysin siting telecommuni cations and energy facilitiesthat are essential to economic
development projects.

Washington State should promote aregulatory and political environment that supportsthefinancial
health of the state’s utilities. Thisincludeshelping to ensurethe BPA hastheability toinvest in new
transmission capacity in the Pacific Northwest.
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Human Capital and Innovation

Council Findings

Human capital and innovation arefundamental to gaining acompetitive advantagein themodern
economy. Thesuccessof companies, industries, and statesincreasingly depends on an educated,
flexibleworkforce, their accessto new technology, and their ability to rapidly innovate.

Strength in education, research and devel opment, and technology commercialization isessentia to
cultivating and nurturing agrowing, competitive economy. Other statesand regionsareinvesting
massively inthese areas, so Washington must act decisively or risk falling behind.

Council Recommendations

Washington must increase support of research, devel opment, and technology commerciaizationin
strategically important industrial clusters. Research universities have contributed significantly to
theformation of existing strategic industries. They must be given thetoolsand flexibility they
need to continueto attract top talent and federal funding.

Washington should expand capacity at its collegesand universities, particularly in strategically
important fieldsof science and engineering.

Washington should accel erate training of workersfor high-demand fields. Thisrequiresnot only
training new workersbut also upgrading the skillsof existing workersand retraining displaced
workers so that they can reenter theworkforce.

Washington must continueto invest inamodern education systemtoimprovestill-lagging
academic standards. Washington must addressthe challenge posed by agrowing number of
studentswho speak English asasecond language, and it must reverse asevere shortage of
scienceand math teachersat all levels.



Benchmarks and Performance Measures @

Council Findings

e Many studiesthat benchmark Washington’s business climate and competitiveness against other
statesare currently available. So many statisticsof such varying quality areavailablethat itis
difficult to determinewhich few measures are best used to determine whether Washingtonis
making theright policy choicesfor improvingitsbusinessclimate.

e TheWashington State Office of the Forecast Council isrequired by statute to publish an annual
Economic Climate Study. Thisstudy, which contains nineindicators of economic performance
and 24 economic climate benchmarks, providesacredible assessment of Washington’seconomic
climate. However, the Economic Climate Council, which selectsthe benchmarks, has not met
withinthelast several yearsto reconsider and update these benchmarks. Furthermore, itis
unclear to what extent these benchmarks are used to eval uate policy optionsor to assess state
agency performance.

Council Recommendations

e Reconvenethe Economic Climate Study Advisory Board to revisit theindicatorsand benchmarks
published in the Economic Climate Study to ensure current and appropriateindicators. Consider
the summary measures contained in thisreport if they are not already included. The Economic
and Revenue Forecast Council should then reconveneto consider theAdvisory Board's
recommendations, and they should then reconvene on an annual basisto review and discussthe
indicators.

e Employ the Competitiveness Council’s’'Economic and Revenue Forecast Council’ s performance
measuresfor state policy analysisand performancereviewsfor all state agencies.




Minority Views

The business community in Washington State needsto shoulder some of the burden for
making up the $1.2 billion revenue shortfall that we currently face taking some pressure of f
cutting services, jobsand benefitsto poor and working families. This can be doneby closing some
corporatetax |oopholesand exemptionsand by enacting subsidy disclosurelegidation that will
allow usassessthereturn we get for public dollarsforgone.

Our fiscal crisisgoeswell beyond thisrecession. It isrooted in our regressive tax system
and itsinability to generate sufficient fundsto meet the growing needs of our economy and
society. The passage of two anti-tax initiatives show uswe need to take theseissues serioudly. If
we want to accomplish many of the recommendationsin thisreport then we need to increase our
revenue basein afair way and we need to enact | egidation extending coll ective bargaining rights
to state employees so that true bargaining over efficienciesin state government can take place.

Although the business community haslegitimate issues about the poor customer service
they experience from permitting agencies, the environment community believesthat permitting
agencies sometimesdo not fully or properly enforce existing regulationsin an effort to satisfy
businessinterests. Thesedifferencesin perceptionscall for benchmarking the performance of
state regulatory agencies| to provide acommon understanding of the dimensionsof problems
related to permitting.

Some of the Council’srecommendationsrelated to environmental regulations and

per mitting focuson symptomsrather than addressing the causes of the problemscited in the
report. Creating negativeincentivesfor quick permit decisionsand reducing public participationin
these decisions address symptoms. It would be more productiveto focus on the causes of these
problemsby identifying cultural and management reforms of agencies, smplifying and streamlin-
ing laws, and implementing permitting efficiencies. Aboveall, staff professionaism should be
demanded, encouraged, and rewarded.



@ COMPETITIVENESS COUNCIL RECOMMENDATIONS

Taxes and Fees

Issue Recommendations

Balance revenue needs with tax e  Avoid general tax increases and protect existing exemptions
burden

e Pay for transportation improvements with user fees and alternative funding
mechanisms—consider regional taxes
o Focus the efforts of the Tax Structure Study Committee on the following:
v Modernization
v Equity
v Certainty
v Flexibility
v Volatility

Clarify vague and complex tax e Review the M&E Exemption

provisions ¢ Enact legislation for municipal tax simplification
o Enact legislation to clarify investment income
Unemployment insurance tax Apply the following guiding principles when considering changes in UI:

burden and inequities .
e Fairness

o Predictability
o Stability

System dissimilarity with other e Explore the use of tax increment financing
states ¢ Consider eliminating sales tax on construction contracts

e Change the taxation of start-up businesses

o Consider providing some kind of incentives for capital intensive firms

o Consider tax credits and exemptions to stimulate investments in innovative
strategies for energy development and conservation

Need for benchmarking Incorporate benchmarks into the state’s internal evaluation and review process




Regulations and Permitting

Issue

Establishing state leadership for
comprehensive regulatory
reform

Recommendations

Appoint a Secretary of Regulatory Reform
Establish benchmarks for timely permit decision-making

Provide positive and negative incentives to state agencies and local
governments that issue permits in a timely manner

Eliminate the practice of changing previous regulation through permitting
processes

Enter into binding contracts with federal agencies

Reinventing the Department of
Ecology

Institute regulatory reform at the Department of Ecology following the city
of Renton’s example

Require DOE to formally promulgate its 401 Certification rules
Require DOE to publish reliable TMDL requirements

Require DOE to promulgate regulations regarding isolated wetlands
Obtain full delegation of Clean Air Act permitting

Consider transferring responsibility for water rights to a Washington Water
Resources Commission

Improving the relationship
between state agencies and the
business community

Create a business ombudsman and business sector managers

Expand the master business license program to cities

Amend the Administrative
Procedures Act

Remove the provision placing the burden of proving invalidity of a rule on
the challenging party

Permit a request for declaratory judgment on the validity of an agency rule
to be filed in any county in the state

Require submission of proposed rules to the Governor’s office prior to final
promulgation

Consolidate and/or coordinate
permit processes

Create a pilot program modeled on the California Permit Consolidation
Zone program

Administratively adopt some elements of the PCZ concept

Develop an executive director for coordination of multiple agency permits

Improving Washington’s water
rights system

Become more aggressive in defending state water law
Define “Waters of the State” more fully
Appoint an Eastern Washington water representative

Continue making progress on reform of water law
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Regulations and Permitting (cont.)

Issue Recommendations

Meeting the goals of the ¢ Fund the infrastructure required to make GMA workable

Growth Management Act e Annually and adequately fund the PERF program

e Provide local governments with procedural and substantive guidance for the
environmental review of comprehensive plans and development regulations

e Include an economic development element in the GMA (HB 2056; SB
6070)

e Strengthen the positive incentives for complying with GMA

e Amend the statute on duplicative appeals so that the appellants are required
to post a bond in the amount of estimated attorney’s fees

e C(Create a consolidated land use code that maintains environmental
protections

e Reduce the number of environmental adjudicative bodies by developing a
unified hearings board system

e Benchmark and enforce local government permitting timelines and require
permits to be issued within 120 days

Challenge of L&I’s e Delay the implementation of the ergonomics rule

Ergonomics Rule

Address Housing regulatory o Establish model ordinances and best practices for municipal development
issues

e Search for and support a remedy to legal issues facing condominium
developers
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Physical Infrastructure

Issue Recommendations

Transportation e Pass a long-term comprehensive solution for Washington’s transportation
solution that includes long-term funding and accountability measures

e Secure long-term predicable funding for the Community Economic
Revitalization Board (CERB)

Shortage of water storage e Support bipartisan solutions to address current and anticipated shortages of
water storage

o Invest in water infrastructure to match local, federal, and private sources to
assure affordable, safe drinking water

e Address and coordinate inter-state issues affecting water in the state’s
current effort to reform Washington’s water law

Siting and construction of e Establish processes—including firm timelines, clearly-stated criteria, and
telecommunications and energy fair compensation—for handling requests for placement of energy and
facilities on public lands telecommunications facilities on public lands and aquatic lands

o Consider the impact and cost of utility infrastructure easements on the
construction of facilities and delivery of utility services to energy and
telecommunications consumers

Protection of Washington’s e Assist in restoring the financial health of the state’s utilities and ensure that
competitive advantage in the political and regulatory climate in Washington is supportive of its
energy utilities

e Press Congress and the federal administration to increase BPA’s borrowing
authority to ensure the completion of needed upgrades to the region’s
transmission infrastructure

o Ensure the state’s updated energy strategy focuses on maintaining
Washington’s competitive advantage in supplying low-cost, reliable
electricity to the region’s energy-dependent businesses
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Human Capital and Innovation

Issue Recommendations

Better support research, o Identify and support industry clusters that are strategically important to the
development, and technology state’s economic future

commercialization in
strategically important
industrial clusters

¢ Provide universities with greater flexibility in setting tuition, so that they
may increase faculty salaries and make other investments in strategically
important fields

¢ Authorize the issuance of revenue bonds to finance the construction of new
facilities through indirect cost recovery from federal research grants

o Upgrade the technology commercialization function at the state’s research
universities

¢ Systematically examine the impact of current and new taxes on public and
private research and development

e More vigorously market the federal Small Business Innovation Research
(SBIR) grant program to Washington businesses

e Exempt sales tax on research expenditures by universities, including
expenditures for construction

e Authorize purchase of land by universities through real estate contracts

e C(larify the applicability of ethics law exemptions to faculty financial
interest in commercialization of university-based research

e Exempt SBIR grants from the B&O tax

o Invest strategically in top-ranked university research programs in science
and engineering fields and create more such programs to support strategic
industry clusters

e Establish one or more university-based science and technology centers, with
facilities for research, technology commercialization, and new company

incubation
Increase the supply of top- o Allocate university enrollment increases to high-demand fields, with a
quality bachelors and masters preference to programs that are of demonstrable top quality by national
graduates in science and standards and/or obtain private sector matching funds

engineering e Develop a mechanism to finance higher education enrollments, fund

educational scholarships, and provide training to upgrade incumbent worker
skills (e.g., per employee, per hour set-aside)

e Improve articulation between four-year institutions and community and
technical colleges, based on best practices here in Washington and from
other states

e Encourage businesses to establish multi-year internship programs for
university students

e Fund FTEs (enrollments) based on the cost of education in specific fields

¢ Develop scholarship programs to encourage the most talented high school
graduates to attend college in-state

o Expand bachelors and masters capacity in science and engineering
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Human Capital and Innovation (cont.)

Issue Recommendations

Expand the pool of educated e Expand the Worker Retraining Program by funding additional enrollments

workers in high-demand fields to enable community and technical colleges to match the state and federally
funded tuition they will collect from unemployed workers seeking
retraining

e Allocate community and technical college enrollment increases to high-
demand fields, with a preference to institutions that obtain private sector
matching funds

e Develop a mechanism to finance higher education enrollments, fund
educational scholarships, and provide training to upgrade incumbent worker
skills (e.g., per employee, per hour set-aside)

o Increase the capacity of the Job Skills Program to provide customized
training for business recruitment or expansion

¢ Deploy federal and state workforce training dollars more strategically, with
priority to local training partnerships aimed at preparing people to meet
high demand occupations and the workforce needs of local industry clusters

e Develop applied technology bachelors programs, which enable community
and technical college graduates to increase their skills to meet industry
needs; begin with one or more pilot programs

o Increase the role of registered apprenticeship in expanding and renewing the
pool of skilled workers

e Require workforce development councils to demonstrate that their strategic
plans address current workforce needs.

e Encourage regional partnerships among community and technical colleges
and industries in strategically important clusters to better match curriculum
with industry need

¢ Increase funding for vocationally oriented English as a Second Language
and Adult Basic Education programs at community colleges

Enable all high school e Maintain focus and accountability for K-12 educational reform
graduates to achieve high

X e Develop a long-term strategy for enabling all students to achieve high
academic standards

academic standards, including those who speak English as a second
language
e Extend the school day and school year to leverage assets

e Create options for expanding the pool of qualified math and science
teachers (e.g., differential pay, alternative routes to certification, faculty
loaned from the private sector)

o Better link K-12 academic standards and assessments to college admissions
and business hiring

o Increase professional development support for teachers to obtain advanced
credentials in science and math

¢ Increase student access to advanced placement education in science, math,
and English

e Create smaller, more personalized learning environments

e Develop means of addressing the impending shortage of teachers (e.g.,
increased pay, retraining of workers displaced from other fields,
scholarships for college students who agree to pursue teaching careers)
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Benchmarks and Performance Measures

Issue Recommendations

Establishing benchmarks e Reconvene the Economic Climate Study Advisory Board to revisit the
benchmarks published in the Economic Climate Study

e Reconvene the Economic and Revenue Forecast Council annually to
discuss the benchmarks

Performance reviews e Employ the resulting list of performance measures for state and policy
analysis and agency performance reviews
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